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WHEN THE TRAFFIC LIGHT TURNS AMBER 


N New York City until the last few months, a two-color traffic signal has 

been in universal use. Green changed to red and red to green without any 

intermediate warning color. The approximately 7,500 signalized intersec- 
tions in New York City, however, will now be changed as rapidly as possible to 
three-color signals, as it has been found that the addition of a warning color re- 
duces the number of accidents. 


The dangerous period in every traffic intersection is the period in which the 
traffic changes its direction. The danger can be reduced, but not eliminated, 
by an emphasized warning of the change. 


The change in direction of economic trends is also accompanied by increased 
danger which can be reduced, but not eliminated, by proper warning. 


In the field of real estate the two critical periods are the periods when real es- 
tate activity is approaching the normal line, either rising toward it from a real 
estate depression or dropping toward it from a real estate boom. In both cases 
the greatest danger comes from inertia, from doing nothing at a time when 
positive action should be taken. 





The period of the late thirties was the last of these transition periods. The 
great depression brought real estate owners to the brink of bankruptcy similar to 
the conditions at the end of a great depression just 100 years earlier, whena 
mayor of New York, in one of his official papers, wrote: “God help the owners 
of real estate.” 


By the late thirties, real estate foreclosures were dropping from the tremen- 
dous peaks of a few years before. Real estate activity was rising rapidly. Real 
estate values, however, had shown only a nominal recovery. As late as July 
1940 the cost of building our standard six-room frame house was lower than it 
had been in 1937,' although it was considerably higher than the distress cost at the 
bottom of the depression in 1933. Very little speculative building was going on at 





11937 - $6, 291; July 1940 - $6, 005; 1933 - $4, 515. 
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the time, as on the average it was possible to buy a house already built at less 
than the cost of building a comparable one. 


When I wrote The Coming Boom in Real Estate” in May 1936, few people 
had realized that a change in direction was imminent and that the amber was 
already flashing on the intersecting street. I found great difficulty in convincing 
people I was right. There was no enthusiasm for real estate. Hadn’t most in- 
vestors in real estate lost heavily? Why throw good money after bad? A few 
months after the publication of The Coming Boom in Real Estate, the American 
Mercury carried an answering article entitled “The Coming Real Estate Crash. ”% 








The policy of inertia, of doing nothing during that period, resulted in a loss of 
opportunity which comes only once or twice in a lifetime. Those who invested in 
slim equities at that time became wealthy, and the profit they made as capital 
gains was subject to the lowest tax payment. 


The real estate boom which developed has lasted for a longer period than 
any other real estate boom in our history, and it is not yet over. It seems to me, 
however, that the green light is going out and that the amber light is flashing 
again. The traffic has not yet changed its direction, but from now on the hazard 
is increasing. During this intervening period every precaution should be taken. 
This is a period of grace which should be used to get in sound financial condition. 


The tactics which were most successful in the rising market we have expe- 
rienced in the past will be quite dangerous in the period ahead. No longer can 
a building be built on the chance that it will prove to be a good investment. In the 
past, many buildings have been built with 100% mortgages where subsequent in- 
creased construction costs and rising rentals have increased the values of the 
property, until today an actual equity exists and the mortgage has shrunk toa 
more reasonable level. If construction costs stay level or start to drop, the 
speculator will find that the leverage in large mortgages is reacting against him, 
reversing completely the experience he had in the last few years where the larger 
the mortgage the greater the percentage of increase in the equity as values rose. 


In any well-designed traffic system the amber light stays on long enough for 
approaching traffic to get through the dangerous intersection before the red light 
comes on. I think that the amber light in real estate will remain on for a long 
enough period for the more intelligent owners to make the adjustments in their 
programs which are indicated by the revised outlook. Clearly, general business 
will remain good during 1952 with a very sizable volume of new building, with a 
satisfactory volume of real estate transactions, with rising rentals, and witha 
large amount of mortgage business for the mortgage lenders. 





*The Coming Boom in Real Estate, by Roy Wenzlick. Simon and Schuster, New 
York City, publishers. 





* American Mercury, January 1937. 
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Because of the unbalanced budget during the latter half of 1952, the govern- 
ment will be pumping out money and credit faster than it is siphoned off by taxes. 
Our rearmament program up to the present has been largely a program on paper. 
The engineering staffs have been busy, the draftsmen have been turning out blue- 
prints, the machine tool manufacturers have been constructing special machinery 
and new plants have been built, but up to the present time a relatively small 
amount of actual war material has been produced. During the remainder of this 
year we will be in what is generally known as the “chewing-up period.” From 
here on out raw materials will be consumed in large quantities, employment in 
war industries will be increased and the paying out of money for materials and la- 
bor will be accelerated. This cannot help but stimulate the economy and, while 
the stimulation lasts, all types of demand will be higher than they would other- 
wise be, including the demand for both rental and owner-occupied housing. Retail 
demand will remain strong, bolstering values of commercial properties. 


So long as we keep a managed currency I would not advocate the selling of 
good real estate in order to acquire excessive liquidity for the dubious period which 
I think lies a little farther ahead, but I would certainly advocate paying down mort- 
gages or paying them off entirely so that the better properties can be carried 
through a period of inactivity with relatively little risk. Even in the big depres- 
sion of the thirties a person owning income-producing property free and clear had 
relatively little difficulty. The reduced income which he received and the reduced 
capital amount which the property would have brought if sold at that time were 
compensated for to a large extent by the increased purchasing power of money 
in a period when the prices of all commodities and services were low. 


Iam not a pessimist on the long-range outlook. I have no desire to sell the 
United States short. To say that I think the traffic light has changed to amber 
indicates that I expect the direction of the traffic to change shortly, but after 
the red light does appear, it in turn will be followed later by the green. 


In my opinion, we are only on the threshold of tremendous discoveries which 
will affect our entire way of living. Within 25 years, the standards of living of 
the average American will be far higher than they are at present. The average 
work week will be shorter, and many diseases which reduce efficiency and shorten 
life will be practically eliminated. Sources and types of raw materials now of no 
importance will become major factors in supplying the industry of the future. 
Our descendants are apt to think of us as having lived in a rather primitive period. 


From the monetary standpoint, however, I am inclined to think that our dollar 
will buy less than it buys at the present time. So long as we continue on a managed 
currency basis, there will be a long-term tendency for the value of money to go 
down. The English pound, it will be remembered, was at one time a full pound 
of silver. It has been progressively clipped, until at the present time the English 
pound has only a small fraction of its original value. The German mark, the 
French franc, the Italian lira and most other currencies which have not been tied 
to an intrinsic base, have undergone a similar shrinkage. The American dollar 
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today is worth only 37% of what it was worth in 1913, and 53% of what it was 
worth in 1939. 


As money goes down in value, tangibles of real worth will increase in dollars. 
Over a long period, real estate will again gain value and properly selected pieces 
will prove to be the best investments obtainable in constantly changing times. 

















